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It’s out. FHA just released their report to Congress on the financial status of the Mutual 
Mortgage Insurance Fund. What does this mean for the reverse mortgage industry? 
 
Each year reverse mortgage lenders, originators and other mortgage market participants 
eagerly await the release of the Federal Housing Administration’s report to Congress on the 
financial status of the Mutual Mortgage Insurance Fund. The good news is that the valuation of 
the HECM portion of FHA’s portfolio improved by over 50% in a single fiscal year from a 
negative valuation of -$13.63 billion in 2018 to a negative $5.92 billion in 2019. Why are we 
seeing such a rapid and marked improvement? 


The comments of FHA Commissioner Brian Montgomery during a press call last Thursday may 
shed some light. “The improvements we’ve begun to put in place in the last two years to stem 
the losses of the reverse mortgage portfolio, aided by favorable economic conditions, are 
contributing to some improvements in our reverse mortgage portfolio.” 


Favorable economic conditions or the lack thereof have produced significant and unpredictable 
swings in the HECM programs projected value. The two ‘macro’ economic conditions heavily 
influencing the fund’s value are HPA or home price appreciation and current market interest 
rates. Home appreciation is especially crucial for the HECM’s future performance when you 
consider that California, Florida and Colorado represent nearly half of all HECM endorsements, 
and the HPA or home price appreciation in those markets heavily influence the average HECM 
MCA or maximum claim amount. 


Despite the improvement of major economic factors changes are most likely on the horizon. 
Commissioner Montgomery hinted at what may come saying, “We are considering some other 
changes [to the HECM program], I don’t think we ever envisioned that the FHA reverse 
mortgage product would dominate the market for now, almost 30 years. I know there have 
been some proprietary products that have grown in the industry.” 


Two changes that don’t require Congressional approval and which can be enacted by FHA 
quickly are the elimination of HECM-to-HECM refinances, and improved standards for HECM 
loan servicers. The report reveals that HECM refinance transactions have dropped 
considerably from 17.11% in fiscal year 2017 to only 7.4% in fiscal year 2019. A significant 
decrease but one HUD wishes to see reach zero. 


While the FHA’s insurance fund’s capital ratio is now 4.84 percent (well above the mandated 
two-percent capital ratio) HUD Secretary Ben Carson is calling for a six-percent ratio to help 
weather the claims that would result from the next housing downturn or economic recession. 
Call it a rainy day fund. 


And speaking of funds Commissioner Montgomery reiterated his desire to see the HECM 
moved out of FHA’s insurance fund- a plan that while requiring Congressional approval would 
accelerate the fund achieving a six percent capital reserve. Since the HECM was placed in the 
fund it has been the source of a disproportionate total of claims paid. The report states “when 
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HPA decreases by one percent, the HECM portfolio will contribute about 48 percent of the loss 
to the entire MMI Fund portfolio, a significantly larger impact than its 6 percent portfolio share 
would imply”.


One factor that is driving down future and present insurance clams is the marked decrease in 
average principal limit factors for HECM loans. The impact from October 2013 and 2017 PLF 
cuts can be clearly seen. 


In summary the report bodes well for the federally-insured reverse mortgage- in the short term 
at least. However, it’s safe to anticipate some additional changes not including principal limit 
factors in the coming months.
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